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INTELLIGE&CEvMﬁMORANDUMjgp

| lo-BeretgrrTESen

 CENTRAL INTELLIGENCE AGENCY
Directorate of Intelligence
August 1970

. souiet-Egyptian Financial Relations

' Introductlon

' The USSR 1n recent months has prov1ded Egypt

"Ammlth new types of sophlstlcated military equlpment

and has increased both -the number and the respons;—
bilities of its military personnel in Egypt. By . = =
comparlson, the current level of Soviet support for o
the Egyptlan economy is small indeed.. This memo--
randum examines the nature _of the. flnanc1al flows

between the USSR and Egypt in the past few.years,..
the ‘importance -of these flows for the Egyptian

economy ;. and prospects for the near future.

4

1[7Nature of Sov1et-Egypt1an Economlc Relatlons

“ 1. When Farouk was in power, occa51onal barter.j

. trade provided the only economic contact between
. the USSR and Egypt. In 1953 the new revélutlonary

government signed a trade and payments. agreement

~and, after a brief contraction, trade expanded
. rapldly. The - fl:st_economlc and military aid

agreements, which came in 1957,* vastly expanded:

‘the scope of Soviet activities in Egypt. Durlng

the follow1ng decade, $1,010 mllllon 1n economlc

Czechos Lovakia was the supplzer fbr mzZztary

’agreements signed . in 1955 and 1956.

Note: Thzs memorandum wds produced soZeZy by CIA.

It was prepared by the Office of Eeconomic Research

‘and was coordinated wzth the Office of Current In-
»teZZzgence.

issem




SRCRE P

" aid credits were extended, and new ﬁiiitary aid
~agreements were concluded in every year but two
_(see_Tablefl).“ : R I S,

-Téble 1l

. Egyptian-Soviet Aid Agreements

Million Current US § .

" Amount of'Aid 

Grants or
Discounts

_‘Date ‘Vélue ffCredité‘

Economic

Jul 1957° ' - g.g

Jan 1958
Dec 1958
Feb 1960
May 1964
Sep 1964

Total

175.0
- 100.0
1 225.0
0.3
- .324.4
110.0
... 6647

1,010.0

8.6
175.0
100..0
225.0
324.4
110.0

66.7

1,009.7

MilitarY"

0.3

1957 .

1958
1960
1961
1962
1963
1964
1965

155
60
150
. 270
150

. 100
- 250
25

125

1967 . 150 a/ 75 - 75
1968 153/ 40 35
1969 . s03a/ = 25 25

Total 1,435 - 575 860

a. Proration of these amounts between grant
and credit assistance is based on analogous’
arrangements and may distort the magnitude
of repayment obligations. - = . S
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The 1953 payments agreement specified settlement

“: |

‘2. Most SoviétAeconomic“aid_to'E§§b£ ﬂaé'bgenf
‘tied to specific aid projects, including the. Aswan

High Dam and its hydroelectric-power;prodﬁcing-andx

- transmitting facilities, the Alexandria shipyard,
expansion of. the Helwan steel complex, and many

- smaller industrial installations. The terms of . -

Soviet economic aid have been typical of the Soviet -
" program in the less developed world. ‘Interest. on

. projectvaid;wasizk%’annually_and a l2-year. amorti-
- . zation period was allowed for,vwith~repayment‘in
. commodities. Two major exceptions were the $177

million in credits extended for land reclamation

~and capital goods. These credits were to be repaid
"in five years. o e R

3. Military aid consisted of a combination of

‘price discounts and liberal financing. Interest
-rates were at least as low for military as for.

>‘.feconcmic7credits, but'amortizationfwas-Originally:_

scheduled over shorter periods (3-5 years for early '

_agreements). Because of the much more rapid im- -

plementation of military aid agreements and the.

- shorter amortization period, substantial repayments
of military aid began as early as 1959, while re- -~
‘payments of economic aid became - significant only - ° -

in 1964.

-4.1'Bilatefa1 commercial trade has been eco-

. nomically far more advantageous to Egypt than to

~ the USSR. From the Soviet point of view this

;'trade‘:epresentS‘an accommodation of Egypt's needs
for mainly political reasons.. From the Egyptian

point of view the trade provides major economic

benefits. Egyptian exports to the USSR consist

- primarily of relatively low grade. cotton not -
‘readily marketable in the West (see Table 2). a
‘dependable Soviet and ast European market for

cotton provides,a'useful;buffer to fluctuations in
world markets and shipment of surplus cotton to
‘the USSR and East European countries is a major

"~ stabilizing influence on the world prices for

Egyptian cotton. The major Soviet: commercial ex-

7f,poft ha$ been petroleum,'whichAWés'in critically
- short supply in Egypt until 1967 when' the El .Morgan.

fields went. into operation, The USSR has also
agreed to supply other key materials, such as

wheat and solid fuels. Moreover, in addition to
its,offibial'aid‘program, the USSR provided Egypt _
with large credits on bilateral commercial account,

- 3."',
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e i in hard currency of debts over. an agreed limit, but
R ~ ~..  a'subsequent. 1963 agreement was deliberately vague
- on this point, and at least after 1963 the USSR -
o -7 . allowed the Egyptians to accumulate large bilateral
EEEREIE TS T .account deficits. : ST L S
: 5. Soviet.assistance to Egypt has included - S
D ~ .essential services as well as critical ‘goods: In . - -
.7 .- . addition to imports of . capital goods, long term _
e s -credits have paid the salaries of Soviet economic
R AR technicians working in Egypt. The military aid .
T program has involved both professional assistance

-and training operations. .Some of ‘the Soviet mili-
tary personnel have been provided free of. charge,
. 'but most such services are believed to be charged. - o
to Egypt's bilateral clearing account. Transporta-=
- tion of goods. moving by. sea between the USSR and -
 Egypt has been covered since. 1958 by a separate . N
- maritime agreement, which specifies that shipments
S .be'assigned~equally,tbvthe Soviet and Egyptian- Y
. merchant fleets. Because of the limited size and. -
erratic scheduling of the Egyptian merchant marine,
S E however,;far.more.thanﬁhalf.of.all goods- -have- been:
§ Q»T'_transpcrted~in Soviet owned or: leased bottoms and .
.+ .. . charged, presumabl » to.-the bilateral clearing = -
. account. s o . R

The.SCViet—Egyptian Baiénce-of’Payments"

R _ 6. The main elements in\Eéypt'é balance of
S ‘bpayments with the USSR since 1962 are shown in. :
Lo e - Table 3.* Since the mid-1950s Egypt_has.imported'

Q5e Yyear to the next, however, peaking in 1961 and

1967, with considerable declines in. the interim ang o
Lo . -since 1967. Civilian imports grew steadily and. ST
L -~ rapidly between 1960 and 1967. Egypt  ran large .
P T -+ deficits on trade accounts every year during 1961-68
T . . -even if military deliveries are excluded. On serv-

icegfaccbunts,‘i@terest payments .and payments to

* -

The derivation of Table .3 18 eéplained'in the.
Appendiz. S : ..
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development .loans and military loans and grants. - .- -
In some years Egypt has also received a substantial @ |
- . capital inflow by accumulating deficits on clearing =~

... ~account..- : S L T

7. For almost a decade Egypt has run deficits -

on its current account transactions with the-USSR.*¥f;'¥f-;s
These deficits have. averaged about $175 million'a - "

are attributable to Soviet deliveries’Of‘military'3?

- goods. If ‘these deliveries are excluded but repay- = -

' 'ments of military loans are included (giving a - .. -

ﬁ‘;_:balance-onltranSactions;in'productive'goods;andf,g" G

Jﬂf,services),,the_@eficits fall to well below $100 mil-
..-lion in every year except 1967. . A

... 8. The net.Egyptian deficits, excluding mili- -

... tary deliveries, increased markedly in the mig- -~ -~
. 1960s, but have since declined. The increase re-. . =

... flected primarily a stepup: of Soviet deliveries on. = -

. . both commercial and aid accounts to:offset a re=' .i-- . -
.- stricted flow of imports from the West, which-was. . ' -
-~ . partly the result of a worsening- hard currency: -:
.- balance. The record deficit in 1967 was primarily - -

- the result of emergency shipments of Soviet grain

after PL 480 assistance from the United States

-~ ceased.. Since 1967, however, Egyptian exports to"
y the USSR have grown while civilian imports have DT
' . returned to the pre-1967 level. Consequently the . . .-
- deficit shrank greatly in 1968 and almost dis- "~ - -
appeared in-1969. SRR R

flect the following elements: B

°9;‘1Théﬂoﬁérall'balancé-of-payments tréhdéf;eéﬁ".

“a. A rapié-buildgp-intSovietmdelivfii

- eries of goods under economic aid. agree- . o C

' ments until 1963, followed by a decline
»-in 1964-65, then by a leveling out at a = .
- high level of about $75 million in 1966~ .
- . 68, when the bulk. of the equipment for .
' - © the Aswan High Dam was delivered.  Since-
- 1968, aid deliveries have declined be-
.cause major deliveries for the Aswan High
Dam project have been completed and the
USSR has extended no new investment credit
since 1964. . R SR

. year and they  add up to more than $1 billion over . . .~ i
 the 9-year period. The bulk of these deficits . . -
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b. A marked increase in repayments
of economic credits in 1964-67 and even
larger increases in 1968-69. .

€. The provision of substantial
credits‘to.Egypt'on-clearing_accountv
every year during 1963-67, with the.
credit reaching $93 million in 1967

alone. There was a shift, however, ' -
to a clearing accounts surplus in-1968.

~d. A rapid buildup of military re-
payments until the mid-1960s followed
by-a decline in 1965-66, reflecting the
stretching out of scheduled repayments.
Since 1966 there has been a moratorium
on military credit repayments. E

 110Lt-Even_though a ‘sizable pétt,of‘Sbviét”mili#

V“itary~aid;tvagyptzhas‘been;inﬁthe_fdrm‘of?grants.
-and Egypt made substantial repayments of military

‘credits until 1967, the net Egyptian indebtedness.

", to the USSR exceeded $1 billion at the end of 1969
~ (see Table 4).  Only about one-sixth of the economic

‘aid drawings of over $600'millithhadfbeenrrepaidf'
and;repaymentSurepresentéd,about-40% of drawings on-
military credits (and only about half of total mili-
tary goods has been a grant). " Accumulated commer-
cial debts totaled over $150 million. Co

Eéohémic impact of Soviet Aid to Egypt

11, Although its economic ‘and military aid to.:

- Egypt has been substantial, the USSR clearly has

not “taken upon itself the responsibility for sup-
~porting that country's economic growth. Before

o "1961,‘Soviet_aid was very small. During the 1961-65
" plan period the USSR played a crucial role in the

‘planning and construction of some key investment
projects, but financed a relatively small part of
total investment. Soviet machinery and technical
services financed by credits represented about 30%
of the imported goods used in Egyptian state invest-

.- ment and 8% of the total value of state investment.
~Moreover, the USSR provided only about 15% of the.
' "total'net capital inflow as repayments on Soviet
military debt mounted and Egypt borrowed heavily
from the West (see Tables 5 and 6).
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"SEZ;RJ;IETP,

¢ - .- ... . 12. During FY 1966 and-lBG?,;Soviet,aidvbecamg;p;;;¥;¥_;&.;;:
. crucial to the Egyptian economy. The net flow of =~ ot
- Soviet aid increased sharply at a time when recur- = . .
. rent balance-of-payments deficits had greatly less= -~ . - o Tl
- -ened Egypt's ability to cobtain a net flow of funds .~~~ o ld
- from the West, and had forced substantial cuts in. -~ 0. oo
imports from the West and in domestic 1nvestment
.~ expenditures requiring such imports. In 1967, -
" drawings on Soviet development credits: flnanced
" _more than one-half of capital goods 1mports and '
- 7. the net cap1ta1 inflow from the USSR rose while
< .- Egypt had a deficit on capital: account with the:
rest of the world. Because of reduced 1nvestment BRI
~ - expenditures, sharply reduced imports of 1ndustr1al R
R ;-vff;materlals, and a series of poor:crop years, the '~ .
~.i% .+ . . - economy stagnated during 1966-67. If work on Sov1et\:f
b ol projects had not accelérated during these years, - :
.. there would almost certalnly have been a decline
P ‘ln GNP, ... . _ . : A

L U

TR 13. Slnce 1967 the net capltal inflow from the ;Gs’**”"
o -. USSR to Egypt, excludlng military deliveries.and: -
.77 technicians, has fallen to near zero. - The: commer-i;**'
cial account has-become nearly balanced and net . '

- development aid has fallen sharply as dellverles ,‘:
declined while payments increased.  Military shlp-;

‘ments have been large, though much smaller than in -
+-1967.

"’iCQOutlook - Fi;f:;f"f'j ~5£v5*-[

o 14. Unless the USSR allows Egypt once aga1n toj“
- .run 1arge*d_ S
" outflow of non—mllltary goods ‘and services from_j?*

- Egypt to the USSR is likely for at least 3 or ~ = . .
... 4 years.: ExpanSLOn of the Helwan'steel complex - . ==~
“ - and.construction of aluminum and ferroalloy plants ' -
.+ to consume Aswan Dam electricity are expected to =

" ‘absorb by 1975 or 1976 most of the $275 million of T

_ credits still to be drawn for these projects.. = - -

. ..-Credit. drawdown will probably be at an annual rate -
. ‘of about $50 million -- a rate likely to be more'.
" than offset by scheduled debt amortlzatlon and.
-+ interest payments, which at the very least will"
level off at about the 1970 level of about $50 mll-
~lion. A commercial trade surplus seems more likely
 than resumption of sizable Egyptian deficits. The

-~ USSR will probably continue to purchase part of
"~ Egypt's share of El Morgan crude oil for shipment A
' »to Cuba and posslbly elsewhere, and to buy excess .
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< .o .. . . output of Egyptian'manufacturingfindustriesiTWEgyptTfffﬁfffﬁf*T:

ST probably will obtain substantial new development .. S B
‘ DR credits some time in the next few years, but, be-

BCER © . ~cause of the inevitable lag between extension and © = .l

e ' _implementation;vactual'deliVeries under such credits .. i

.~ would not become important for. at least 2'or 3 years., . . 0t o

...~ 15,  The extent and duration . of the anticipated .

_ ~outflow from Egypt will depend heavily on Soviet - -
: wf;ﬁdecisions,on'repayment-of~military debt. If repay--
.- _ments are resumed in 1972, as  the EQyptians»reCently.

© - announced in Moscow,.the net outflow from Egypt = .
-~ could increase by some $80 million in that year. - -

Sl T 16k Despite the reduced flow of aid, the USSR
~. 7 .. . - - -  probably will maintain apd even increase-its man- -
L ,‘,44':,;,agerial,rglé:in{Egyptian-econOmic,affairs;gVManagesﬁ”““
- ment of economic enterprises:on a significant scale Sl

...~ dates .back: to 1967 when Soviet: technicians replaced -~ " -
il e o Koppers Company - personnel at the Helwan steel mill.:
¢ .. . 1.1 .. The USSR was partly successful in raising output, .
O g R T Which-had%beenfonly,abbut:Qne—thirdfof‘ratedfcaiw,?*
: 'pacity“in;1966;.‘Subsequently;.80viet personnel ..
T Y assumed most managerial functions in the Alexandria:
- . shipyard, .. - e ot T ' . :

S R E 17. .Whatever the. eventual Soviet economic role
ey .. - % may be, Egypt in the next few years will remain © . ...
g““%;'“.ngwff ~. . largely dependent . on its own resources for economic . -
.7~ development. ' Debt rollover agreements concluded .-
s oonn - with Western: creditors since 1966 'in the main . - -
i, 7., restrict new credit extension to the amount of - . Tt el
":.. . repayment, and in a few cases (such as -the United =L .o.i
‘... .- States) a net outflow is stipulated. “Egypt-is - .
© -heavily in debt to the International Monetary Fund, -~ = .-
~~and, thus far, there has been only one small new o e
.~ credit from the International Bank for Reconstruc- T e
.7 tion and Development. With only-about - $400 million -
\ o+, in credits from other Communist countries remaining
il - to be drawn, oil companyvinvestment commitments now
AR . appear to constitute the most important remaining
. source of net foreign capital inflow into Egypt.
_ Fortunately for Egypt, its own foreign exchange -
.earnings are expanding. Rising agricultural and .
- petroleum output should continue to raise exports
and, with the Arab-Israeli conflict likely to )
_ ‘remain intense, subsidies from other Arab states -
. - should continue. ' Thus the absence of any net -
capital inflow from abroad should not prevent some -
- expansion of the Egyptian economy . ’ o : '
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. . Conclusions . = ..

7'1847;ThefUSSRréuringtheul9608fprovidedLEgypt*r'
:WithnCORSide?able-ngnomiciaidqﬁ“Soviet‘aid_was;{f'»
,”'espéciélly‘importantjtoiEQYPtiin;1966 and 1967, .,

~_when Soviet deliveries_rose;sharply while credits
fff}frOmAWES¢ernp§Ource$;Wer9 unaYailable:because*of

' Egyptianﬂarrggrs.on*pgst_debts.a.SinCe;the-l9679f
~f.;wériyhoweveraWﬂelivexies;of,Sbviet,gid to. Egypt . i
" -have fallen, economic aid_repaymentS~haVe;inqreased}_t
_v?‘7and,gexpludingw@i1i;ary_deliverieSaandftechnicians;:ﬂ*
_J;fthe;ngt;flgw.gf,stiet,resaurCés;g

- to'near zero.'

‘Egypt has shrunk

;Tigg;3léﬁgfﬁgibﬁiﬁééfbéﬁefiﬁéd.cons;§§raply’f:dﬁ;itsf  f
" ..econoemic. relations with the USSR, but .Soviet trade

- with and :aid.to Egypt have fallen far short of * .. - -
.-sﬁassuxinq»angadequatefratgaofxgconomic»srowtb;ﬁ;ﬁ S
*=%iEgY§?»expprtsasurpluswcotton?that;the~USSR does - -

ﬁnot;geedgand;impq:ts.mthiqéry,andirawzmaterials'

© that it.nceds very badly. The USSR has been.
S wil;ipg;tp.hglp~bq;ld_selgc;ed“investment]projects

Lo accommodate Egyptidn trade needs-and on raze . -~
-,"bccasions;ﬁhs;provide61emergency shipments”Qfgkey?:f-* 7

- commodities. But; unlike its relations with the -
*fﬁaclient_states.of“Eastern Europe, the USSR has not -
f}f;taken-On'the“responsipility;of*assu:ing Egypt's
n:*[edonomicQsthesq.ﬁ‘In'cont;ast"tomits,grpwing_:pz;; L

~ commitment . to Egypt's defense, the USSR's economic - " -

. involvement in Egypt-hagwbeepVSmallé U e

s
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